
No.17:2020



Increasing the tax-to-GDP ratio regardless of how this has become the cornerstone of policy. The
narrative that the government and donors have established is that Pakistan has a tax-to-GDP ratio lower
than some other group of countries. Box 2 shows tax-to-GDP ratio for a select group of countries. It
clearly shows that even in advanced countries, this ratio can vary by as much as 15 percentage points.
Pakistan’s tax-to-GDP ratio of 14% is not way out of line with the region: Sri Lanka (13%), India
(18%) and Bangladesh (8.5%).

BOX 2:TAX-TO-GDP RATIO
o 5 10 15 20 25 30 35 40 45 50

GERMANY 41 S

SWEDEN MZMSl 46 3

UK

US 27 8

CHINA 30 &

INDIA

PAKISTAN y/XOi 14 8

BANGLADESH

SRI LANKA WSSWSSMSSg5SSS5SSSSM®kX?> i

Source: IMF

BOX 3:
Are We a Tax-Cheating Nation?

The gathering challenged the prevailing
official narrative of tax-cheating nation. In
the current withholding tax regime, every
mobile phone user (i.e. 90% of population)
is paying income tax in withholding form.
This narrative appears to be unique to
Pakistan. Countries such as Indonesia with a
lower tax-to-GDP ratio does not accuse its
citizens of tax cheating. It is strange indeed
that even as FATF and international
community are breathing down our neck our
officials are claiming that their policy and
administration is not at fault; it is the people
who are cheats.

Tax Policy is Killing Transactions
Most experts are of the view that Pakistan’s tax policy
is not based on these well-known and clear principles
(see Box l).4 Section 5 of the Federal Board of
Revenue Act legitimizes a Tax Policy Board/
Committee to sketch tax policy independent of FBR.
Unfortunately, that board convened only once after
reconstitution. The finance bills that continually add
ad-hoc tax measures in frequent mini-budgets have
developed a complex tax system that confounds
principles of rational tax policy.
Data shows that policy consistently pushes for an
unrealistic tax-to-GDP ratio, setting the FBR to chase
the number with arbitrary measures that kill
transactions. The current target of the IMF for a tax-to-

4 See Haque, N. Macroeconomic Research and Policy Making: Processes and Agenda
https://www.pide.org.pk/pdf/Macroeconomic-Research-and-Policy-Making-Processes-and-Agenda-Dr-Nadeem-ul-Haque.pdf





Pakistan, on the other hand, continued to follow the policy of protectionism. The average effective tariff
rate in Pakistan is the highest in the region (see Box 4). With high protection, the competitiveness and
quality is virtually eroded. Protectionism, especially for the manufacturing sector, is the standard policy
of the government. Manufacturers enjoy exemptions and concessions on the import of these items which
if imported by others are liable to duties etc. Consequently, the local manufactures neither developed
their capacity nor upgraded technology to bring in quality for their captive market. The unprecedentedly
high (52-90 %) duties on raw material reduce the share of manufactured goods to 0.15 % in Pakistan as
compared to 25 % and 50 % in India and Vietnam respectively.

Excessive Documentation is Killing Economy
Not only is the tax system complex, the cost of
compliance is high. Taxpayers are also
discriminated on the basis of being filer and non-
filer. Higher taxes, narrow base, differential
treatments, and exemptions become hurdles in
achieving growth and employment and block flow
of revenue.
The withholding regime is imposing costs on
business and individuals.
withholding taxes which furnish almost 3/4th of
direct tax revenues. However, 45 of these
withholding taxes provide only 2% of the revenues
from this source (see Box 5).7 About 70% of tax
revenue is collected through withholding tax
agents such as banks, utilities, telecom etc. placing
the burden of collection on these businesses and
increasing their costs. While these withholding taxes may provide an easy source of collection for
Federal Board of Revenue (FBR), they make the tax system incredibly complex for the taxpayers. This
also questions the role of FBR as a tax collecting authority.
The current documentation drive would prove ineffective and rather counterproductive in the
presence of high cost of compliance. This cost consists of the number of hours required for record
keeping, tax planning, and forms completion and submission. It takes around 577 hours (per year) to
complete the tax payment process in Pakistan compared to the world average of 108 hours. Adding
this to the high number of payments (47) tremendously increases the average tax burden in the
country.8 The high compliance cost imposed on businesses being the unpaid tax collectors for the
government is the very reason for tax non-compliance. In such an unconducive environment, the
current documentation drive would kill transactions—and with it any hopes of increasing economic
growth and sustainable revenue streams.
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7 S. H. Kardar and H. A. Pasha (2020) “Tax Reform Agenda”, presented at PIDE One Day Conference on ‘Doing Taxes
Better: Shifting the Paradigm of Tax Policy and Administration' held on March 11, 2020.

8 http://documents.worldbank.org/curated/en/143331468313829830/pdf/886380WP0DB20100Box385194B00PUBLICQ.pdf



An intriguing example of the high compliance cost
for meeting the documentary requirements can be
observed in Customs. To complete an international
trade transaction, we require more than 400 hours (17
days). India and Korea, on the other hand, require
270 and 194 hours, respectively (see Box 6 for
details). Hence, reduction in transaction time should
be an important objective.
The price of tax collection is also very high in
Pakistan (see Box 7). The cost of collection (CoC)
has sharply increased over time. It has increased
from Rs. 16 billion in 2014 to Rs. 25 billion in 2018,
representing 36 percent increase in cost during the
short span of five years. Higher CoC leads to lower
benefit of revenue collections. Nearly 80 percent of CoC is distributed in the form of wages of tax
collection staff. Tax expenditures have been estimated in a study by FBR to be about 1.2 trillion rupees,
about 4 % of GDP. There is an urgent need to reduce these for many reasons.

BOX 6: Cost of Compliance to Complete
International Transaction
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Box 7: Cost of Tax Collection 2001-2018(Rs. Billion)
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The tax administration model operates with outdated departmental manuals, and outmoded information
technology (IT) platform which rely on the pirated systems and softwares. Advance countries are using
business intelligence (BI) and artificial intelligence (AI) tax solution technologies for compliance and
reducing human interaction in tax filing and tax analysis.
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